The WA FPC has received more financial support from the government than it has generated in profit. FPC's native forestry operations have posted repeated losses, and log quality and forest values have steadily declined. Relatively few people are employed in native forestry. A plan for transition would protect both forests and state finances. 
Summary
The Forest Products Commission (FPC) is a statutory body wholly owned by the Western Australian government. Its primary function is to conduct forestry activities on a commercial basis in state-owned forests, including softwood plantations, sandalwood and native forests.
The FPC is responsible for most of Western Australia's (WA) native forestry, which occurs in the state's South West (SW) forests. The SW forests of WA lie within one of the world's 36 Global Biodiversity Hotspots and include jarrah and karri forests found nowhere else. While some areas are off-limits, logging and forestry operations continue in other areas.
Native forestry in the SW forests is a small part of the overall WA forestry industry, and one that has seen declining production and quality. WA forestry is dominated by the growing output from plantations.
While the FPC has a primarily commercial function, it has struggled to make a profit over its 16 years of operation, with losses in many years.
Around half of the accumulated profit since inception is accounted for in an unusually high profit in 2016, a result driven almost entirely by sandalwood. Native forestry posted a loss for the fourth year in a row.
Government contributions to the FPC have exceeded profits and far exceeded dividends. To 2015 FPC paid just $19 million in dividends, an average of 0.45% of equity. Yet the WA government has provided numerous payments to the FPC. The Annual Reports show net cash payments from the government of $111 million to the FPC. By comparison, the FPC's accumulated net profit is $45 million.
The WA government has made numerous 'equity injections' to the FPC. One large equity injection in 2012 left the FPC without its former loans to WA Treasury. Since the WA government wholly owns the FPC, this is equivalent to a debt write-off. Net of equity injections, equity in real terms has declined substantially since 2003 . There have been other forms of government assistance.
The native forestry division has benefited from the government support to the FPC. Despite this, it has seen profits decline to low levels over the past decade, and net losses over the last four years totalling $34 million.
This trend has been associated with:
 Declining production volumes;  Declining quality, with an increasing majority of production going to chiplogs, firewood and charcoal, and other lower quality products;
 Declining recovery rates for turning sawlogs into sawn timber, which are well below those of other states;
 Declining yield of sawlogs per hectare of native forest logged.
The FPC values its forests as assets based on expected cash flows, considered purely as an asset for forestry, and changes in asset values are booked as a profit or loss. Nearly all of the recorded increases in forest values have been due to changes in accounting methods. Following these changes, forest value and profits have both declined. The value of native forests has declined by a third since 2012 and in real terms they have lost nearly half of their value over the last decade.
The challenges faced by the FPC in native forestry are found nation-wide. State-owned companies, often heavily involved in native forestry, have been posting losses as they struggle with numerous structural changes in forest products markets and decline in quantity and quality of logs.
The poor and deteriorating performance of FPC native forestry raises concerns about the employment it provides. Native forestry employs relatively few people in WA, here estimated to be between 170 and 330 people. There are further jobs in sawmills processing FPC native sawlogs, estimated here at 130. For context, total employment in the state exceeds 1.3 million. Forestry employment has declined over the past 15 years, while state-wide employment has grown substantially over the same period.
FPC native forestry is now in decline and running at a loss, creating a need for a transition plan. Such a plan would include forest product substitution -for example, using existing alternatives for lower quality material and plantation logs for structural purposes. It would also take advantage of the alternative economic uses of the forests -for example tourism, carbon abatement, wildflower harvesting and honey production.
Combined with the environmental implications of continued logging operations in the unique SW forests of WA, there are strong arguments for a transition out of native forestry. Given alternatives, the forests are worth more to the state left standing. The relatively few workers that would be affected could be assisted with a transition plan. Despite their ecological significance, WA's SW forests continue to be logged. Logging of forest identified as "old-growth" is prohibited, but logging of areas that "contain old trees" is permitted. 4 Jarrah trees over 400 years old and karri trees over 500 years old continue to be felled. 5 Jarrah and karri timber has a distinct, beautiful appearance that historically has made it popular for furniture and other high-value products. Despite this, most native trees cut down in Western Australia are used for paper pulp, charcoal or firewood.
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While native forestry has important environmental implications, it is a small part of the WA forestry industry, and has declined by a third over the last decade. The vast bulk of WA forestry is focused on plantation forestry. Plantation hardwood production for chiplogs has more than doubled over the last decade, as shown in Figure 1 below. Chiplog production from hardwood plantations has more than doubled over the last decade and now makes up nearly three-quarters of WA forestry annual production by volume. By contrast, native forestry has seen a steady decline in volumes produced, down by a third over the decade.
FOREST PRODUCTS COMMISSION
Most native forestry in WA is conducted by the state-owned Forest Product Commission (FPC).
The FPC is a statutory authority responsible for managing and developing the forest and timber industry on land owned or leased by the state of Western Australia (WA). The FPC functions primarily as a commercial body. In terms of FPC revenue and expenditure, the vast bulk of its activities consist in conducting and contracting for forestry, logging, marketing and sale of forest products. The FPC also has noncommercial functions, for example industry development and policy advice.
FPC Financial Performance

PROFIT
Although the FPC aims to be commercially viable, 9 it has struggled to make a profit over most of its life. Net profit after tax for the FPC overall is shown in Figure 2 : Many large changes in recorded asset values have been associated with changes in accounting methodology, which have also impacted recorded profits. These are discussed below. The large increase in 2012 was due to a large 'equity injection' from the WA government, its sole shareholder. An equity injection is when a government, or other owner, gives money to a company in exchange for equity. In 2012, the state gave the FPC $72 million, which it used to pay back the money it owned the state, as shown in the 2012 Annual Report: Since the state of Western Australia was already the sole shareholder and the holder of the debt that was to be "replaced", this manoeuvre is equivalent to a debt write-off. 
DIVIDENDS AND STATE GOVERNMENT CONTRIBUTIONS
Since its founding in 2000, the FPC has paid the WA government, its sole shareholder, a total of $19 million in dividends. In five years it paid no dividends at all. The FPC's dividends have averaged just 0.45% of equity per year.
While the FPC has paid dividends to the government, the government has made much bigger transfers to the FPC. The Annual Reports show net cash provided from the state government -dividends and repayments to the state, net of state contributions and loans from the state. The net cash flow from the state government to the FPC has been $111 million, or $7 million a year. In other words, transfers from the government to the FPC have far exceeded FPC payments to the government. Even excluding equity injections, other state government payments have been more than double the dividend payments.
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OTHER GOVERNMENT SUPPORT
The FPC has received a range of government assistance beyond those included above.
Government agencies have supported the FPC through the purchase of native forest products. In 2012, jarrah logs worth $7.8 million were purchased to make 100,000 railway sleepers. By 2014, almost 194,000 new timber sleepers were used.
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Environmentalists have claimed this represents a subsidy, as jarrah sleepers were chosen over longer-lasting concrete sleepers. The FPC has also received support from the Commonwealth government. To 2015, it received Commonwealth government contributions of $37.5 million for activities under the National Action Plan on Salinity and Water Quality. 
FPC Operating Segments
The FPC's three main operating segments -softwood plantations, native forestry (the SW forests) and sandalwood -have experienced varied performance in recent years. While native forestry has been in decline, the other segments have performed relatively well. Stumpage revenue from native forestry has halved since 2009. By contrast, sandalwood has tripled its stumpage revenue since 2009 and has now overtaken native forestry. FPC production has long been dominated by softwood plantation production, by both volume and revenue.
The decline in native forestry stumpage revenues has led to losses in the native forest segment, examined in detail in Figure 9 below. By contrast with losses in native forestry, sandalwood accounted for most of FPC profit in 2016. Plantations also made a small profit.
The FPC plantations have from time to time been considered for privatisation. 16 The state government presumably thinks private buyers will consider the plantations profitable. The current Softwood Industry Strategy explains that "Following the recent decision to retain ownership of the plantation estate -the State Government will be investing to expand these assets that are the foundation of the industry."
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NON-COMMERCIAL FUNCTIONS
Although the FPC is expected to deliver financial returns to the state from its commercial activities, it also has 'non-commercial' functions. The FPC describes them in general terms as "non-core" activities it would not otherwise pursue. The Annual Reports mention activities like forestry industry development, policy advice and forest management, but the FPC does not report on these in a consistent or detailed way. In some years there is a 'non-commercial' operating segment, sometimes alongside a 'policy' segment (as in 2016). In most years there are neither. In any case, non-commercial activity is a small part of the FPC's operations.
Most WA forest management activity is carried out by DPaW. In 2015, DPaW spent $204 million on conservation, Forest Management Plan implementation and fire management and suppression. 19 In the same year, the FPC spent just $2.6 million in its 
FPC's native forestry operations
The financial fortunes of the FPC's native forestry segment have been declining for some years. Profits have declined and in recent years there have been losses. In part, the declining performance of the FPC's native forestry reflects a decline in quality of the products being produced. Over time, production has shifted from high value sawlogs towards lower value products such as chiplogs and firewood.
DECLINING PROFITS AND INCREASING LOSSES
During some of the more difficult years for the FPC overall, the native forest segment delivered a profit. However, since 2007 native forestry performance has steadily declined and in recent years it has delivered losses, as shown in Figure 10 below. The declining profits and recent losses in native forestry have occurred in the context of government support to the FPC, as discussed above. Indeed, the native forestry segment has delivered losses despite the large "equity injection".
Note that in early years of FPC operation, native forest profits were increased by forest asset revaluations. As discussed in detail below, the increases in native forest values appear to be substantially due to accounting changes. Post-2005, biological revaluations have dragged down net profit from native forestry. 
DECLINING PRODUCTION AND QUALITY
Not only has native forest output declined; so has the quality of that output.
In 2002, most of the FPC's native forest production was first-and second-grade sawlogs: logs met a particular standard. By 2015, logs of these grades had dwindled to a very small share of the FPC's production. Most native forest production is now going to relatively low value products, as shown in Figure 12 .
Figure 12 -Change in native forest production, by variety
Source: FPC Annual Reports. Figure 12 shows a major decline in higher value sawlogs from 51% of the native forest production to just 12%. Firewood and chiplogs now make up 57% of production by volume.
Declining first and second grade sawlogs were, in part, replaced by "bole sawlogs" or "other bole logs". These are logs that may be able to be trimmed to a first-or secondgrade sawlog, but that are more useful to the client in untrimmed form. Most bole sawlogs are jarrah.
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Not all of a bole sawlog is of the quality of a first-or second-grade sawlog. 
DECLINING RECOVERY RATE
As well as a decline in the number of native hardwood sawlogs produced by the FPC, the Western Australian timber industry has seen a decline in the amount of sawn timber produced from each hardwood sawlog.
In 2005, 89,000 cubic metres of sawnwood were produced from 339,000 cubic metres of sawlogs -a recovery rate of 26%. By 2013 (the last year for which figures are available), 61,000 cubic metres of sawnwood were produced from 308,000 cubic metres of sawlogs -a recovery rate of just 20%. 25 The remainder of the sawlogs becomes sawdust, woodchips or fuelwood, or it is unusable. 
DECLINING YIELD
Yields are also declining. In particular, FPC production of jarrah and karri sawlogs has declined relative to the area of forest logged, as shown in Figures 14 and 15 . Greater areas of forest must now be logged to recover the same volume of timber. While there has been considerable variability in yield, and karri yield has increased in recent years, there is a clear downwards trend. 
DECLINING FOREST VALUE
Each year, the FPC re-assesses the value of its forest assets, including its native forests, according to changes in forecast volumes, prices, costs and financial context. In the ten years since 2005, the value of the forests fell from $120 million to $84 million. 30 That is a decline in nominal terms of 30%, or in real terms, a fall of 46%. In a decade, the FPC's access to the SW forests has lost almost half its real value. The net increment for the 'native forest' segment-at this stage including both native forests and sandalwood-was $22m as the increase in native forest assets was partially offset by a $44m downwards revaluation of sandalwood assets. At the same time, plantation assets were revalued down by $23m. Across the segments, the net decrement was about $1m. 33 FPC (2005) Annual Report, p 88. 34 At the same time, sandalwood assets decreased in value from $64m to $52m, a 20 percent decrease, and plantation assets decreased in value from $183m to $170m, a 7 percent decrease. The net increment across segments was $7m. 35 The native forests increased in value by $32.7m between 2004 and 2005. The net increment booked as profit for the native forest segment was $30.7m, due to $2.1m in valuation expenses. FPC (2005) Annual Report, pp 86, 104. 36 The value of the sandalwood increased by $1m (3%) and plantations by $35m (21%); the net increment was $39m. Note this is a change in asset value for a year as recorded between Annual Reports, rather than a change in asset values between years, hence it is not represented in Figure 16 above. 37 The FPC adjusts its discount rate over time to account for relevant long-term risks to cashflow. These are assessed by a third party.
accounting changes would see even greater falls in values and greater losses over the life of the FPC's native forestry operations.
The Annual Reports do not include reference to any assessment of the historical accuracy of its previous cashflow projections used to value assets.
Experience of other states
The FPC's challenges occur in the context of challenging times for many businesses in the forestry industry. The Global Financial Crisis hit the industry hard. Huge new plantations have been established in SE Asia, particularly Vietnam, which compete with Australian woodchips and are closer to major markets. Through the early years of the millennium, tax incentive "managed investment schemes" also produced supplies that were not sustainable and brought major instability to the industry.
The malaise afflicting the FPC is shared by state-owned forestry agencies around the country and by Australia's native forest product industry as a whole. As in WA, struggling state-owned native forestry operations in many states have relied on financial support from the government or other forms of forestry.
The Forestry Corporation of New South Wales, another state owned forestry body, has seen its hardwood division (mostly native timber) lose a total of $79 million over the last seven years. 38 This is the cross-subsidy from the Corporation's more successful plantation operations. Like Western Australia, NSW has seen its volume of logs fall steadily over the last decade. The 2014 South West Regional Blueprint claims there were 258 jobs in SW timber processing in 2011, including both softwood plantations and native forestry. 49 If half of these workers were processing native sawlogs, in line with the proportions in Figure 18 above, then processing native sawlogs operations employed roughly 130.
Given declines in native forestry output and forestry employment overall, native forestry employment is likely to have also declined over the last 15 years. Continued declines of native forestry will have implications for employment.
In recent years the number of forestry and haulage workers registered to work in state forests and timber reserves (both native and plantation) has increased from less than 360 in 2011 50 to 680 total workers in 2016. 51 Yet in this time native forest production declined, suggesting registered workers are becoming less reliant on native forests. 49 South West Development Corporation (2014) South West Regional Blueprint:
A transition to alternatives NEED FOR A PLAN
There are strong financial reasons to plan for the transition out of native forestry in WA's SW forests. The FPC overall has required government support far exceeding its returns to government. Performance has been dragged down by the FPC's native forest segment, with losses and declining production, quality and forest value. The FPC's challenges are similar to those facing many other state-owned native forest operations.
Native forestry workers are already being affected. In October 2016 Austwest Timbers announced it would close Manjimup Processing Facility and Pemberton sawmill, directing processing of timber from these areas to an expanded Greenbushes sawmill. 52 The closure will impact local employment; the Manjimup Shire President has expressed has called for state government assistance with alternative employment, such as creating a tourism icon. It will also increase transport costs; the Greenbushes Sawmill is some 85 kilometres away from Pemberton. The increased number of log trucks on the road will also impact tourism, other forest industries and road use and safety.
These trends create a need for a transition plan for native forestry workers. The impacts from intermittent closures would be better managed as part of coordinated or part of a planned phase-out that is gradual and includes support and training for workers. Even without a phase out plan, the decline of WA native forestry will have implications for the relatively few workers that remain in the industry. A planned phase out would enable the government to manage the transition for workers and communities. Given the size of the native forestry workforce, this transition should be manageable.
New industry policy is needed to support alternatives, whether plantation or other outside of forestry. Two 2014 tables of FPC native timber contracts show almost all expire in 2023. 53 Good planning could minimise the disruption to the workforce and localised economies over that time period.
The WA government has provided 'Investment Security Guarantees' to sawmills, which guarantee contracted volumes for logs, requiring compensation to the mills if these volumes are not maintained. At March 2015 there was one such guarantee, with a total liability of up to $11.8m per annum. 54 If still operative, this will need to be considered in any transition plan; it does not justify continuing native forestry operations at a loss.
Importantly, the government is not liable for this payment if a reduction supply "was influenced by climate change or an increase in the estimated spread of dieback." 55 Impacts from climate change are likely to intensify as temperatures increase and regional rainfall decreases.
OPTIONS WITHIN FORESTRY
A transition plan would consider options within other parts of forestry, and other values supported by the native forests. Such a plan would consider potential for both demand and supply substitution of the relatively small proportion of forest products currently provided by native forestry.
The vast bulk of the material logged from WA's unique native forests currently goes to low value products, such as pulp, charcoal or firewood, as outlined above. Some higher quality sawlog products are used for structural purposes that could be replaced with other wood. Jarrah forests currently being cleared for contracted mining will provide a modest ongoing supply of jarrah timber over coming years.
Loss-making FPC operations are likely negatively impacting other forest product business. Some private forestry operators have made this allegation. 56 As noted above, increased plantation woodchip production has negatively impacted the performance of native forest woodchips. 57 Where subsidised native forestry operations are impacting private forestry businesses, phasing out native forestry would not only protect state finances but also support the private businesses.
As noted above, the new Softwood Industry Strategy includes plans for new plantation investment. It also focuses on potential areas of higher value growth, including through manufacturing wood products such as engineered timbers, which might displace other higher carbon materials. Growth in these areas could provide alternative employment for forest product workers as part of a phase out of native forestry.
OTHER VALUES OF THE NATIVE FORESTS
There are less destructive harvests of the forests. In 2010, 4.2 million wildflower stems were harvested and 12.7 tonnes of seeds were collected from the SW forests. 58 The state is also home to businesses producing high value honey from jarrah and karri blossom. Beekeepers have raised concerns about negative impacts from FPC logging of native forests.
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Conclusion
The unique jarrah and karri forests of Western Australia are being logged mostly to produce pulpwood and fuelwood -low-value products. There has been little reward for this activity and substantial financial cost to the state. The falling profits of the FPC's native forest logging have become repeated losses. This is despite direct and indirect government subsidies and "equity injections" which exceed many times over the small amount of dividends that it has been able to pay.
Under the stewardship of the FPC, the real value of the forests has halved, the quality of the wood has declined, the amount of sawn timber recovered from sawlogs has fallen, and the volume of wood produced from each hectare logged is down. Current trends give no indication that native forestry is sustainable in the SW forests.
Plantations are responsible for most wood produced in the state, and even 2,000 cubic metres of sandalwood harvested each year generates more revenue for the state than hundreds of thousands of cubic metres of native wood.
Forestry provides a small share of employment in WA, and native forestry an even smaller share. With proper planning, the FPC's struggling native forestry operations could be gradually phased out and a transition for workers could be managed with minimal disruption to the state economy.
The WA government should consider closely the options for demand and supply substitution, and the alternative economic uses of the SW native forests, such as tourism and recreation, honey production, wildflower harvesting and carbon storage. Given current losses from native forestry, alternative uses offer greater economic benefits to the state.
